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planted. Therefore, if a citrus or al-
mond grove subject to the provisions of
section 278 or this paragraph is sold or
otherwise transferred by the original
owner of the grove before the close of
his fourth taxable year beginning with
the taxable year in which the trees
were planted, expenditures described in
section 278(a) or this paragraph made
by the purchaser or other transferee of
the citrus or almond grove from the
date of his acquisition until the close
of the original holder’s fourth such tax-
able year are required to be capital-
ized.

(ii) The provisions of this subpara-
graph may be illustrated by the fol-
lowing example:

Example. T, a fiscal year taxpayer, plants a
citrus grove at the beginning of his taxable
year ending in 1971. At the beginning of his
taxable year ending in 1972, T sells the grove
to X. The required period during which ex-
penditures described in section 278 (a) are re-
quired to be capitalized runs from the date
on which T planted the grove until the end of
T’s taxable year ending in 1974. Therefore, X
must capitalize any such expenditures in-
curred by him from the time he purchased
the grove from T until the end of T’s taxable
year ending in 1974.

(b) Exceptions. (1) Paragraph (a) of
this section shall not apply to amounts
allowable as deductions (without re-
gard to section 278 or this section) and
attributable to a citrus or almond
grove (or part thereof) which is re-
planted by a taxpayer after having
been lost or damaged (while in the
hands of such taxpayer) by reason of
freeze, disease, drought, pests, or cas-
ualty.

(2)(i) Paragraph (a) of this section
shall not apply to amounts allowable
as deductions (without regard to sec-
tion 278 or this section), and attrib-
utable to a citrus grove (or part there-
of) which was planted or replanted
prior to December 30, 1969, or to an al-
mond grove (or part thereof) which was
planted or replanted prior to December
30, 1970.

(ii) The provisions of this subpara-
graph may be illustrated by the fol-
lowing examples:

Example 1. T, a fiscal year taxpayer with a
taxable year of July 1, 1969, through v June
30, 1970, plants a citrus grove on August 1,
1969. Since the grove was planted prior to De-
cember 30, 1969, no expenses incurred with re-

spect to the grove shall be subject to the pro-
visions of paragraph (a).

Example 2. Assume the same facts as in Ex-
ample (1), except that T plants the grove on
March 1, 1970. Since the grove was planted
after December 30, 1969, all amounts allow-
able as deductions (without regard to section
278 or this section) and attributable to the
grove shall be subject to the provisions of
paragraph (a). However, since paragraph (a)
applies only to taxable years beginning after
December 31, 1969, T must capitalize only
those amounts incurred during his taxable
years ending in 1971, 1972, and 1973.

[T.D. 7098, 36 FR 5214, Mar. 18, 1971, as amend-
ed by T.D. 7136, 36 FR 14731, Aug. 11, 1971]

§ 1.279–1 General rule; purpose.

An obligation issued to provide a
consideration directly or indirectly for
a corporate acquisition, although con-
stituting a debt under section 385, may
have characteristics which make it
more appropriate that the participa-
tion in the corporation which the obli-
gation represents be treated for pur-
poses of the deduction of interest as if
it were a stockholder interest rather
than a creditors interest. To deal with
such cases, section 279 imposes certain
limitations on the deductibility of in-
terest paid or incurred on obligations
which have certain equity characteris-
tics and are classified as corporate ac-
quisition indebtedness. Generally, sec-
tion 279 provides that no deduction will
be allowed for any interest paid or in-
curred by a corporation during the tax-
able year with respect to its corporate
acquisition indebtedness to the extent
such interest exceeds $5 million. How-
ever, the $5 million limitation is re-
duced by the amount of interest paid or
incurred on obligations issued under
the circumstances described in section
279(a)(2) but which are not corporate
acquisition indebtedness. Section 279(b)
provides that an obligation will be cor-
porate acquisition indebtedness if it
was issued under certain circumstances
and meets the four tests enumerated
therein. Although an obligation may
satisfy the conditions referred to in the
preceding sentence, it may still escape
classification as corporate acquisition
indebtedness if the conditions as de-
scribed in sections 279(d) (3), (4), and
(5), 279(f), or 279(i) are present. How-
ever, no inference should be drawn
from the rules of section 279 as to
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whether a particular instrument la-
beled a bond, debenture, note, or other
evidence of indebtedness is in fact a
debt. Before the determination as to
whether the deduction for payments
pursuant to an obligation as described
in this section is to be disallowed, the
obligation must first qualify as debt in
accordance with section 385. If the obli-
gation is not debt under section 385, it
will be unnecessary to apply section 279
to any payments pursuant to such obli-
gation.

[T.D. 7262, 38 FR 5844, Mar. 5, 1973]

§ 1.279–2 Amount of disallowance of in-
terest on corporate acquisition in-
debtedness.

(a) In general. Under section 279(a), no
deduction is allowed for any interest
paid or incurred by a corporation dur-
ing the taxable year with respect to its
corporate acquisition indebtedness to
the extent that such interest exceeds:

(1) $5 million, reduced by
(2) The amount of interest paid or in-

curred by such corporation during such
year on any obligation issued after De-
cember 31, 1967, to provide consider-
ation directly or indirectly for an ac-
quisition described in section 279(b)(1)
but which is not corporate acquisition
indebtedness. Such an obligation is not
corporate acquisition indebtedness if
it:

(i) Was issued prior to October 10,
1969, or

(ii) Was issued after October 9, 1969,
but does not meet any one or more of
the tests of section 279(b) (2), (3), or (4),
or

(iii) Was originally deemed to be cor-
porate acquisition indebtedness but is
no longer so treated by virtue of the
application of paragraphs (3) or (4) of
section 279(d) or

(iv) Is specifically excluded from
treatment as corporate acquisition in-
debtedness by virtue of sections
279(d)(5), (f), or (i).
The computation of the amount by
which the $5 million limitation de-
scribed in this paragraph is to be re-
duced with respect to any taxable year
is to be made as of the last day of the
taxable year in which an acquisition
described in section 279(b)(1) occurs. In
no case shall the $5 million limitation
be reduced below zero.

(b) Certain terms defined. When used in
section 279 and the regulations there-
under:

(1) The term issued includes the giv-
ing of a note or other evidence of in-
debtedness to a bank or other lender as
well as an issuance of a bond or deben-
ture. In the case of obligations which
are registered with the Securities and
Exchange Commission, the date of
issue is the date on which the issue is
first offered to the public. In the case
of obligations which are not so reg-
istered, the date of issue is the date on
which the obligation is sold to the first
purchaser.

(2) The term interest includes both
stated interest and unstated interest
(such as original issue discount as de-
fined in paragraph (a)(1) of § 1.163–4 and
amounts treated as interest under sec-
tion 483).

(3) The term money means cash and
its equivalent.

(4) The term control shall have the
meaning assigned to such term by sec-
tion 368(c).

(5) The term affiliated group shall
have the meaning assigned to such
term by section 1504(a), except that all
corporations other than the acquired
corporation shall be treated as includ-
ible corporations (without any exclu-
sion under section 1504(b)) and the ac-
quired corporation shall not be treated
as an includible corporation. This defi-
nition shall apply whether or not some
or all of the members of the affiliated
group file a consolidated return.

(c) Examples. The provisions of para-
graph (a) of this section may be illus-
trated by the following examples:

Example 1. On March 4, 1973, X Corporation,
a calendar year taxpayer, issues an obliga-
tion which satisfies the test of section
279(b)(1) but fails to satisfy either of the
tests of section 279(b) (2) or (3). Since at least
one of the tests of section 279(b) is not satis-
fied the obligation is not corporate acquisi-
tion indebtedness. However, since the test of
section 279(b)(1) is satisfied, the interest on
the obligation will reduce the $5 million lim-
itation provided by section 279 (a)(1).

Example 2. On January 1, 1969, X Corpora-
tion, a calendar year taxpayer, issues an ob-
ligation, which satisfies all the tests of sec-
tion 279(b), requiring it to pay $3.5 million of
interest each year. Since the obligation was
issued before October 10, 1969, the obligation
cannot be corporate acquisition indebted-
ness, and a deduction for the $3.5 million of

VerDate 11<MAY>2000 11:00 Apr 17, 2001 Jkt 194082 PO 00000 Frm 00611 Fmt 8010 Sfmt 8010 Y:\SGML\194082T.XXX pfrm09 PsN: 194082T


